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Before the
nvaAL cc.LJRICATI0II8 ee:-I88IOII

"abington, D.C. 20554

RECEIVED

MAR 10 1993

FEOEIW..C(»MjlJNlCATI~S ea.tMISSlON
tJFICE (f THE SECRETARY

In the Katter of:
Simplification of the
DepreciatioD Prescription
Proc•••

)
) CC Docket 10. 92-296
)
)

CC*N!II1'S or eI.eIDATI BELL TELEPHOlIE COJIPAft

Cincinnati 8ell Telephone Company (CST) submits the

followinq comments pursuant to the Commission's December 29,

1992 Notice of Proposed RUlemaking (HPRM) in the

above-captioned proceedinq.lI CST supports the comments

being filed by the United States Telephone Association (USTA)

in this proceeding, and offers these additional comments

adarel8ing i ••ues of Ipeoific eoncern to CIT, I rate-ot-return

carrier,

I • IUWMX AlP OJDVlII

CST lupport. th~ Commission's desire to simplify the

depreciation prescription procell. The current procedures for

11 Simpli!icatiotLof thi Oepreci.tian Prescription
Proesla, CC Docket No. 92-296, Notice of Proposed
Rulemakinv, FCC 92-537, releas,d December 29, 1992.



arrivinG at depreciation rates ere far too time conlumin9 and

ezpenlive, both for carriers and the Commission. In addition,

the structural changes in the local exchange market which have

taken place since the 1940., and, in particular, the rapid pace

of qrowth in competition in recent years, provide further

impetuB to simplify the depreoiation prescription process.

In toda'y'llI competitive environment, CST, like other

local _achange carriers (LECs) and interexehange carriers

(IXCa), need. incr•••e4 flexibility to control and ••nag_ its

bulin.l. II.ets. The Commission's current depreciation

procedure. rely heavily on historical data, which produce

depreciation tate. that are often inappropriate for today'.

environmeftt where technoloqy il chanqing rapidly, competition

il • reality, and customers are demanding a wider variety of

new, sophiaticatea .erv10.1. Today's competitive environment

calli for a more forward-looking approach to better ••rve the

public interelt. It allo demand. that carriers be g1veD t-'
opportunity to ••tabll.h depreciation ratel which truly reflect

economic consumption.

The IPKM propole. four options for simplifying the

idetermination of depreciation expense.: (1) the ballc factor

'range option; (2) the depreciation rate range option; (3) the

~epr.ciation Ichedule option; and (4) the price cap carrier

- 2 -



option.lI With respect to each option, the Commission seek.

comment on a variety of specific iSBue.. CST sUbmits that of

the four options set forth above, the price cap carrier option

would provide the be.t means of Ichievin; the Commission"

simplification qOl1. in this proceeding, and ;ive carriers the

flexibility they neeO to compete in today·s competitive

marketplaoe. As .uo,••ted by UBTA, if the price cap carrier

option i. adopted by the Commission, it could allo .asily

aocommodate r8te-of~return carriers. If the goal of

simplification is to be mOlt effectively achieved, it is not

necessary to adopt one plan for price cap carriers Ind another

for rate-of-return carriers, especially when there are

currently only two rate-of-return carriers for whom tbe

Commil.ion prescrib•• 4eprlciBtion rates. The focul Ihould be

on simplification of procedures that enable all exchange

carrier. to r••pond to the competitive marketplace irrespective

of the form of regulation under which the carrier operat... In

addition, a. discuI.ea herein, there are already sufficient

safeguards in place to prevent potential Ibu.es by

rate-af-return carriers should the Commis.ion decide to adopt

the price cap carrier option for all carriers.

IPRM at paragraph 9.
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Should the Commis.ion decline to a40pt the price cap

carrier option, or adopt it for price cap carrier. only, CIT

submits that the depreciation rate ranoe option, with the

modification, ,et forth herein, would be acceptable to CIT, a.

would the basic factors range option. The depreciation

schedule option, however, 18 the least desirable option and

should be rejected. CBT hereinafter a~dre••el the.8 three

options. If either of the range options is implemented, all

acoounts should be included. If only selected accounts are

included, the masimum benefits of simplification will go

unrealized.

II. TIll DlpPCIATIOI IM'J mGE PPTIOII

Under the depreciation rate ran;e option, the Commi•• ion

propoles to use industry data to establish a range of

depreciation rate. fot each applicable account. Carriers would

select I rate from the ranGe and apply it to the appropriate

plant Iccount ballnce to calculate their depreciation

e~p.nse••l1 Accordinq to the Commission, the primary

difference between this option and the basic factor ran;.

option is that depreciation rate. would be established without

r.,orting to the ourrent formula. JI

3/ KPRN at paragraph 10.

j/ NPRM at paragraph 10.
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eDT submits that if the price cap carrier option is not

permitted for rate-of-return carrier., then the aepreciation

rate range option woul~ be the mo*t suitable for rate-of-return

carriers. This aBsum•• that the true intent of the

depreci.tion rate rang. option il to reduce COltl and provide a

reasonabl. range of depreciation rates from which carrier. can

select appropriate ratel to meet their individual need••

However, if the depreciation rate range. established under this

option are too nerrow, and c.rriers are not permitted to

propos. rete.outli4e tho.e ranges in appropriate

ciroum.tane.l, then this option may well prevent the full

recovery of investment. The primary 90a1 of this docket should

be the ••tablllhment of a limplified depreciation procell that

reduceI oOltl, inoluae. appropriate rate levall, and 1.

fle&lble enough to accommodate carrier. who•• individual

circumstance. warrant depreciation rates outside the

predeterMined rang... In addition, the depreciation rat.

ranv••••tablilhed under this option must be wide enouOh to

accommodate the varioul reserve P08it1ons~ throughout the

industry. With sufficiently wide ranges, companies will be

abl. to propole depreciation rates that include any

amortizations of 4epreciation r.serve imbalance. that may be

nec••aary. If the ranges Ire not sufficiently wide, then there

.P2M at paragraph 32.
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must be I plan in place to allow for the amortization of

depreciation relerve imbalances.

The SPIN seeks comment on how the renoes of depreciation

rat•• should initially be established.il CST avree. with the

Commi.sion-. tentative conclusion that industry-wide data

should be the initial b•• is for determininq rate ran;e•• l1

CST submits that the Commission shoul~ compile or supervise the

accumulation ot such indultry-wide data. CST allo submits that

the industry-wide data should include information from all

oarriers for whom the Commission has traditionally prescribed

depreciation rates (~ IXCI and LEe.). CIT believe. the

inclusion of all such carriers is appropriate in an industry

where technology doe. not differ signifioantly amonq carriers

and where the Commission de.ire. to ensure the timely recovery

of similar teohnolo;y for all carriers subject to ita

regulation.

CST submits that the industry-wide data should be

weighted by investment dollars. CST agrees with the Commission

that the initial range. should inolude currently pr••eriDe4

depreciation ratea. AI However, carriers' best estimat•• a.

11 SPIN at paragraph 27.

11 NPKM at paragraph 27.

11 NPRM at paragraph 26.
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supplie~ in depreciation rate studies should a110 be taken into

consideration. !n a4dition, on 8 going forward balis, the

depreciation rite rangel oould be benchmarked against the rates

of companies Such •• alternative aC0818 providers, cellular

carriers, two-way oapable cable providers and the private

networks of large corporations.

Once the industry-wide data and carrier-supplied

depreciation rate studies cSeleribed above are compiled, SUCh

information should be used to construot a weighted mean with a

range of plus or minul two Itandard deviations about the

weighted mean. Such a range would accommo~.t. approzimately 95

percent of .the industry-wide data, allow carriers to respond to

changing market conditions, and minimile the number of carriere

requesting rate. outlide the range. A range of plus or minus

one standard deviation, as the Commission suggests,lI would

ezelude 32 percent of the previously pr••oribed industry-wide

data. The purpose of the depreoiation rate range option should

b. to e.tablil$h a range of "normal" depreciation rates from

which oarriers may .elect rates to meet their individual needs,

and there should be no restriction on the percent chanoe

between consecutive p.rio~1 as long as the chosen rate falls

within an established range.

RPRM at paragraph 27.
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must be I plan in place to allow for the amortization of

aepreciation reaerve imbalances.

The "PIM seeks comment 'on how the ranges of depreciation

rat•• ahou14 initially be eltab118hed. i / CIT avre.1 with the

Commi••ion ' • tentative conclusion that industry-wide data

should be the initial basis for determining rate rang.s.lI

CST submits that the Commission should compile or lup.rvi•• the

accumulation of luch industry-wide data. CBT allo lubmits that

the industry-wide data should include information from all

oarriers tor whom the Commission has traa1tionallr presoribed

depreciation rates (~ IXCs Bnd LECI). CIT believea the

inclusion of all such carriere il appropriate in an industry

where technology do•• not differ signifioantly amonq carriers

and where the Comml•• ion de.ire. to ensure the timely recovery

of similar technology for all carriers subject to its

regulation.

CST submits that the industry-wide data should be

weighted by inveltment dollars. CST agrees with the Commission

that the initial rano•• should include ourrently pr••cribed

depreciation rate•• i1 However, oarrier.' belt estimate. al

1/ .PIM at paragraph 27.

1/ NPRM at paragraph 27.

i/ NPRM at paraqraph 26.
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The Commission tentatively conclude4 that under the

depreciation rate range option, the use of rates within the

eltablishe~ fanges should be man~atory for all carriers.12I

CST submits that the fanges established under this option

should not be absolutely mandatory since carriers will face

unique circumstances from time to time. This il consistent

with the Commission's ourrent depreciation procedures which

allow depreciation rates to vary signifioantly from industry

average. in appropriate ciroumstanoes. CST submits that the

Commission Ihould allow carriers to supply supportln; data to

justify rate. outlid. the range when they believe it is

neeessary.

The Commission allo tentatively concluded that it should

not ••tabli.h rate ran;•• for all plant aooounts at th1a

time.11I In the intereet of true simplifioation, CST uro••

the Commialion to e.tablish rate ranges for all accounts, and

qive carriers the discretion to select any rate within those

ranges. CST SUbmits that there are already sufficient

safe;uard, inplaoe to prevent unbridled discretion by carrierl

in their depr.ciation praotices. Thele .afeguard, inolude:

(1) regulatory filin;s auah as ARMIS, Form M and service outav_

~/ NPRM at paragraph 28.

11/ RPRM at paraqraph 28.
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reports; (2) prior Commission orders prohibitinq

over-reeovery;l1l (3) internal and external auditors who

ensure that carriere remain in compliance with regulations

promulqated by the Internal Revenue Service, the Securities and

Ixchange Commi.8.ion, and the Generally Aooepted Aoeountinq

Principles loard; and (4) the comments of other partie. during

Commission prooeedings. In liqht of these .afequardl, carriers

need not be further restrained in their selection of

depreciation rat•• within established rangel.

The RPRM seeks comment on whether the depreeiation rate

range option .,hou14 be implemented for all carriers at the lame

time. W CBTlubmita that carriers should be proviesed the

option to phase in the new procedure under the normal

three-year repT••cription cyole. Such a timeframe would give

carriera time to make any procedural or programming change.

that may be nece••ary, and lessen administrative burdens. The

new prooedurelhould be implemented for carriers subject to

depreciation pr••oription in 1994. Onee this simplified

depreciation methodology is implementeO, carriers should be

ror ezample, See In the Matter of The Pr"gt!atiQD
of Reyile4 Percentages of Depreci.tign R~~Buant to
Section 220(b) of the Communicatigpa Act~f 1934, as
Amen~!;1, Order, pce 83-587, released December 20,
1983, at paragraph 53.

NPRM at paragraph 28.
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p.rmltte~ to ohang. their depreciation rate. annuallyl'l as

lonq as the cbosen rate is within the established range.

Permitting car.tiers to ehange their depreciation rates on an

annual basie would allow them 'to respond more quickly to

chan;•• in technology or increased competition. As suggested

above, c.rr1e~s must also be given the opportunity to supply

supporting data to justify rates outlitle established range.

when circumlt,ncas warrant.

The NPRM .ska whether the Commission should review

depreciltion rate raft;•• on a lesB frequent balil than it now

reviews indivi,dual company depreciation rate••llI CST

lubmit. that teviewing depreeiation rate rangel once every five

or ten years would be ill a~vised due to the rapid pace of

technological advancement and chanoe. in customer demand.

Accordingly, CJT submits that depreciation rate ranoes for

technology-driven account. Ihould be reviewed by the Commll.ion

at lea.t once every three years. A five-year review cycle may

be sufficient for the remaining accounts. When reviewed,

changing factors shOUld be recognized by establishing new

weighted mean. ba••d on vlrioue carriere' current rat... The

Rate-ot-return carriers should be permitted to elect
the effective date of any such chan;e to corr.spond
with the annual Access Filing.

~/ NP~ at paragraph 29.
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rat•• u.ea to e.tablish the new weighted means .hould include

rates approved baled on out-of-ranoe sUbmissions by carriers.

The new rang•• should then be plus or minus two standard

deviations about the new means.

III. DB MIle 'ACTQBI IllGE PnIOlI

UnCSer t'he basic faetors ranqe option, the Commission

proposel to simplify the depreciation proce•• by establishing

ranges for the basic factors that determine the parameters used

in the current depreeiation fate formula, the PHS, the

projected life Ind survivor ourve (the basic factors that Ire

used to develop the parameters that depreciation rate).1iI

This propolal would ••Ientially eliminate the ne.d for carriers

to submit detailed studies in support of their proposed

factors. l1I Many of CST's comments reqardlng the

depreciation rate range option are applicable to the basic

factors ran;e option a. well. For example:

(1) range widths must aooommodate a majority of the
carriers;

(2) industry-wide data should be used to construct 8
weighted mean with a range of plus or minu. two
standard deviations;

1lI RPM at paragraph 9.

ll/ NPRM 8t paragraph 9 •

I
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(3)

(S)

(4)

(9)

(5)

(7)

(8)

initial ranges should be based on data of local
e~change carriers an~ intereschan;. carriers;

data could be benchmarked against all organizations
who depreciate telecommunioations equipment or have
the ability to compete with local eschanoe carriers;

tbere should be no restriction on the percent
e~8nqe within the ranoe between con.ecutive periods;

the use of range. should not be mandatory.
Ca.rriers should be allowed to propole depreciation
rates whioh fall outside the established range a.
circumstances warrant;

III accounts should be inclUded;

carriers should be provided tbe option to ph••e in
the new procedure under the normal three-year
rapr.soription cycle,

carriers must be allowed to change parameters
within the e.tablished range;

(10) the Commis.lon should conduct a range review every
three or five years depending on the account; and

(11) new ranges should be established based on the
ourrent parameters used by carriere.

In addition, if the basic factors range op~lon is

chosen, CST submits that a stanoard curve should be selected

for each acoount used by clrriers. In light of its propo••d

use of 1nt!ustry-wide data to C1etermine a range of curve shapes

for account. r~ther than account-specific data for individual

carriers, the Commis.lon leeks comment on whether it shOUld

continue to us. its equal life group (ELG) prooedurel.lII

CST believes that ILG methodology is appropriate. Selection of

ll/ NPRM at paragraph 25.
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a standard CUfve will, in effect, create a standard ELG

strai;ht-line recovery pattern. Although not carrier-specific,

this ELOpattern shoul~ more accurately reflect avera;e

consumption of investments. Remaining-life methodology should

continue to ~ .mplo~4 to ensure recovery.

IV. TIl DJDICIATIQI SCHIDtntB OnIOI

under the depreciation Ichedule option, the Corami•• ion

propole. to simplify the <sepreciation process by establishing •

depreciation schedule for .ach plant Iccount. Once

.stablished, carriers would apply the depreciation schedule to

their investment by vintage. lil

CST opposes implementation of the depreciation Bcheeule

option. This option ia too restrictive for today's competitive

marketplace, and transfera management responsibility from

carrier. to the Commission. In addition, this option, a. the

Commission noted,aAI offers the largest deviation between the

allocation of cOlte and plant consumption. This option also

may require the trackin; of accruals by vinta;e,1l1 a

111 NPRR at paragraph 11.

~ NPRM It parlqraph 33

4lI RPRM at paragraph 36
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requirement that woul~ significantlY complicate ourrent

Iccountinv prQcelles. with the increasinVly competitive

environment, carriers need to be able to respond quickly. The

rigidity of the depreciation achedule option would cause

carriers to lubmit studies for rates other than those

.pecified, thereby nullifying any hoped for simplification. In

aOditioD, many aecount. are too volatile to be foreed into en

arbitrary depreciation schedule.

V. ULlttIB

In response to the Commission'. request for

comment,1i/ CST .ubmits that the Commission should not change

its approach to aalva;e. CIT believes little simplification

would be achieved by removing salvage from the depreciation

proc.... If the Balvage revenue and the COlt of removal for

each retirement were oonsidered to be income and espen•• item.,

there would be two major concerns on CBT'. part. ,ir.t, a

considerable effort would b. required to revi•• the accounting

system. and retrain .mploy.... Second, forecast. for the

revenue. and the expenses generated by retirements would be

required to be part of I company'a annull revenue and expense

forecestin; proc.sI. Dependin; on the account, then, there m.y

Aj/ RPRM at paragraph 43.
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well be wi4. fluctuations in salva;. revenues and coat of

removal espenses from year to year making forecast in; extremely

difficult. Any simplifioation achieved in the Capital Recovery

prooell would be off••t by the effects of the chan;_ in I.lvag.

treatment.

VI. OQICLUlIQI

CST supports the Commission"s efforte to simplify the

depreciatioft pr••cription procesl and submit. that the price

cap carrier option tor all carriers would provide the mazimum

benefit of the four options. It would simplify current

depreeiation procedur•• tremendously, and give carriers the

flezibility t~.y need to compete in todayls rapidly ohanging

environment. However, .hould the Commission decline to adopt

the price cap carrier option, or adopt it tor price cap

- 15 -



carriers only, then the depreciation rate range option and/or

the basic factor range option, with the modifications suggested

herein, would be acceptable for CBT. Maximum benefits would be

achieved by the inclusion of all accounts.

Respectfully submitted,

.-~~~
TH&mas E. Taylor ~
William D. Baskett II
Christopher J. Wilson

OF COUNSEL:

FROST & JACOBS
2500 PNC Center
201 E. Fifth Street
Cincinnati, OH 45202
(513) 651-6800

Attorneys for Cincinnati Bell
Telephone Company

Dated March 10, 1993

746817505p
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